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CONFIDENTIAL SEOUL 2725 

HONG KONG FOR REGFINATT 

E.O. 11652: GDS 
TAGS: EFIN, KS, US 

SUBJECT: DECLINING U.S. DOLLAR PROMPTS ROKG MEASURES 

REF: SEOUL 2181 

1 . REFTEL REPORTED RECENT STEPS TAKEN BY KOREAN GOVERNMENT 

TO REDUCE PERCENTAGE OF KOREA'S FOREIGN EXCHANGE RESERVES HELD 
IN U.S. DOLLARS, AS A WAY OF MINIMIZING ADVERSE IMPACT OF 
DOLLAR DECLINE. BETWEEN OCTOBER 31 AND DECEMBER 31, 1977. 

KOREA DIVESTED ITSELF OF APPROXIMATELY $140 MILLION, THUS 
REDUCING DOLLAR SHARE OF RESERVES FROM 92 PERCENT TO 88 PERCENT. 

2. IN CONVERSATION WITH EMBOFF ON MARCH 29, ASSISTANT FINANCE 
MINISTER CHUNG IN YONG INDICATED THAT DOLLAR SHARE WOULD 
CONTINUE TO DECLINE OVER NEXT FEW MONTHS UNTIL IT IS REDUCED 
TO ABOUT 80 PERCENT OF TOTAL FX RESERVES. THIS, HE SAID, WOULD 
BRING STRUCTURE OF KOREA'S FOREIGN EXCHANGE RESERVES MORE IN 
LINE WITH ITS PAYMENT LIABILITIES, SINCE A GROWING SHARE 

OF PAYMENTS ARE BEING MADE IN CURRENCIES OTHER THAN U.S. 
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DOLLARS. 

3. COMMENT: GIVEN KOREA'S RAPID ACCUMULATION OF FX 
RESERVES, THIS PROCESS WILL NOT NECESSARILY LEAD TO A 
FURTHER NET DIVESTITURE OF DOLLARS OVER THE COURSE OF 
1978. INDEED, ASSUMING THAT KOREA'S FX RESERVES CLIMB TO 
$5.0 BILLION (AS PROJECTED) BY YEAR'S END, AND THAT 80 PERCENT 
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OF THAT AMOUNT IS HELD INDOLLARS, NEW EFFECT WILL BE AN 
INCREASE IN KOREA'S DOLLAR RESERVES FROM $3.8 BILLION 
(ON DECEMBER 31, 1977) TO $4.0 BILLION (ON DECEMBER 31, 

1978). 
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